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FASB TO REEXAMINE ACCOUNTING FOR INCOME TAXES
Tax laws and GAAP differ as to when certain income and expenses should be recognized. Consequently, GAAP requires all
businesses to reflect the tax effects of such timing differences in their financial statements—but should it? Wouldn’t disclosure
of the timing differences suffice? If not, could taxes on timing differences with a short turnaround and assured tax conse
quence be accrued and others ignored as being “too” contingent?

Besides questioning the usefulness of interperiod tax allocation, many practitioners see the “deferral method” used to apply
the concept as overly complex, conceptually flawed, and producing misunderstood results. Acknowledging the extent of the
discontent with APB 11, the FASB is taking a fresh look at accounting for income taxes. A Discussion Memorandum (DM) has
been issued which presents alternative approaches to the many complex issues involved. Public comments are due by
January 31.

Since this standard is considered one of the most onerous to implement, your timely input to the FASB could help ease the
burden--especially for your small, privately-owned clients. For a free copy of the DM, call or write the FASB’s Order Depart
ment mentioning File Reference No. 1081-013. Mail your views on its issues to the FASB, High Ridge Park, P.O. Box 3821,
Stamford, CT 06905*0821 by January 31.

TIC SUPPORTS SSARS SCOPE LIMITATION PROJECT
In a letter to the Accounting and Review Services Committee (ARSC), the TIC urged continued development of reporting
guidance for accountants on compilation and review engagements who encounter a limitation on the scope of their pro
cedures. The TIC believes a practice problem exists and guidance should be made available, particularly for situations where
the scope limitation is beyond the client’s control, as when records are lost in a fire.

Questions raised over conflicting requirements in auditing literature (SAS 36 for example) threatened to abort the project.
(Subsequently the ARSC voted unanimously to continue the project.)

PROPOSED GUIDE FOR PROSPECTIVE FINANCIAL STATEMENTS
Have you received your copy of the exposure draft? If not, request one from the AICPA. You may be surprised by its effect on
your practice procedures! Comments are due by May 4; but before you draft your firm’s comment letter, be certain your tax
and MAS partners give you their input. This impacts heavily on their work.
In a preliminary review of the document, the TIC noted that the sections related to “internal use only” and “association”
appear to contain potential problems for practitioners.

Some questions to consider:

• Will the “preliminary draft” escape clause in Section 500.01 invite abuses like those that arose
during the old “plain paper statement” days?
• Can the cost to privately-owned businesses of reconciling differences in bases of accounting used in
the prospective and historical financial statements be justified? (Section 400.11 may apply more
often than we anticipate!)
This guidance is sorely needed, but let’s eliminate its pitfalls before we agree to walk its path.

This is a summary ofthe major issues considered and actions taken at a recent meeting ofthe PCPS Technical Issues Committee. The committee is sending the
summary to each PCPSfirm to help keep you posted on its activities; to give you an opportunity to provide input to its deliberations: and to suggest that, on issues
ofparticular interest, you comment directly to the standard setting body.
The Technical Issues Committee monitors numerous activities that could affect PCPS firms. This summary reports only the highlights.

ACCOUNTING FOR LEASES BY LESSEES MAY BE RECONSIDERED
FASB representatives met with the TIC recently as part of an effort to gather views on how to improve accounting for leases by
lessees. The current standard (prophetically numbered 13) has the dubious distinction of being the most criticized account
ing standard. It is extremely complex. Its “cookbook” approach inadequately reflects the economic substance of many
leases. It leads businesses to accept less favorable terms to avoid lease capitalization. What was developed in 1976 to fill a
perceived gap in GAAP has become instead a major contributor to standards overload.

Two simplification alternatives being explored by the FASB staff are:

• footnote disclosure only
• full capitalization, with either rental payments or amortization and interest
becoming the measure of annual expense.
Will either of these be the solution sought for or will a better approach be developed? Concerned practitioners willing to
expend the effort to comment on a future DM will provide the answer. For now, the TIC strongly supports the immediate initia
tion of an FASB project to simplify lessees’ lease accounting, followed by a similar effort on behalf of lessors.

WHO SHOULD SET THE STANDARDS?
In response to a pending proposal by the Auditing Standards Board to issue an all-encompassing SAS on prospective finan
cial statements, the TIC recently asked AICPA’s Board of Directors to address the appropriateness of such an SAS.

AICPA’s Council has designated the Accounting and Review Services Committee (ARSC) as the body to promulgate techni
cal standards under Rule 204 “... with respect to unaudited financial statements and other unaudited financial information
...” of nonpublic entities, subject to review by affected senior technical committees before issuance. It also has designated
ARSC as the committee to interpret the general standards (Rule 201) in the Code of Ethics “.... in (its) respective area(s)
of responsibility.”
TIC believes this issue is more than a question of the respective jurisdictions of the two committees:

• It is deeply concerned at various developments which many perceive as diminishing the role of
ARSC. TIC believes that a strong ARSC, with its special understanding of private companies’
needs, is essential in developing and issuing standards for the CPAs who serve nonpublic entities.
• It believes that, if the profession is to have enforceable standards, groups issuing those standards
should have clear authority from Council to issue them. Accordingly, no such enforceable stan
dards should be issued until Council has determined their appropriate source.

SERVICE ON AICPA COMMITTEES
In fulfilling its advocacy role, the TIC is becoming increasingly aware of the value of the special perspective contributed by
committee representatives from smaller firms.

Forms to volunteer for service on 1984-85 AICPA committees are now available. Please don’t dismiss the opportunity—and it
can be one—without at least talking to someone who has served on an AICPA committee. Your state society executive director
can give you the name of a CPA in your area to call.
To apply for one of the 600 openings, write Ms. Torny Berntsen at the AICPA for a “bio” form and a booklet describing the
committees. Forms are due by February 15.
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